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Independent Auditor’s Report

To the Executive Committee
Southeast Michigan Council of Governments

We have audited the accompanying basic financial statements of the Southeast Michigan Council
of Governments as of and for the year ended June 30, 2005, as listed in the table of contents.
These financial statements are the responsibility of the Southeast Michigan Council of
Governments’ management. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Southeast Michigan Council of Governments as of June 30, 2005 and
the changes in financial position for the year then ended, in conformity with accounting
principles generally accepted in the United States of America.

The management’s discussion and analysis and the budgetary comparison schedule are not a
required part of the basic financial statements but are supplemental information required by the
Governmental Accounting Standards Board. We have applied certain limited procedures, which
consisted principally of inquiries of management, regarding the methods of measurement and
presentation of the required supplemental information. However, we did not audit the
information and express no opinion on it. In addition, the other supplemental information
(identified in the table of contents) is not required parts of the basic financial statements. We
have applied certain limited procedures, which consisted principally of inquiries of management,
regarding the methods of measurement and presentation of the other supplemental information.
However, we did not audit the information and express no opinion on it.

A association of

A member of

accounting firms.
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To the Executive Committee
Southeast Michigan Council of Governments

As discussed in Note 12 of the financial statements, fund balance as of June 30, 2004 has been
adjusted to comply with GASB No. 16, relating to the recognition of a long-term liability
pertaining to accumulated sick pay and vacation pay, as well as GASB No. 33, relating to the
recording of deferred grant revenue receipts. Net assets as of June 30, 2004 have been adjusted
to comply with GASB No. 16, relating to the recognition of a long-term liability pertaining to
accumulated sick time.

In accordance with Government Auditing Standards, we have also issued our report dated
September 29, 2005 on our consideration of the Southeast Michigan Council of Governments’
internal control over financial reporting and on our tests of its compliance with certain provisions
of laws, regulations, contracts, grant agreements, and other matters. The purpose of that report
is to describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing, and not to provide opinions on the internal control over financial
reporting or on compliance. The report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our

audit.
% f M, PLLL

September 29, 2005
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Southeast Michigan Council of Governments
Management’s Discussion and Analysis

Southeast Michigan Council of Governments (the “Council”) management’s discussion and
analysis is intended to assist the reader in focusing on significant financial issues, provide an
overview of the Council’s financial activity, identify changes in the Council’s financial position,
and its ability to address the next and subsequent year challenges. It also identifies any material
deviations from the financial plan and identifies individual fund issues or concerns. This is a
requirement of the Governmental Accounting Standards Board Statement No. 34 (GASB
No. 34), Basic Financial Statements - and Management’s Discussion and Analysis - for State and
Local Governments, and is intended to provide the financial results for the fiscal year ended
June 30, 2005. Please read it in conjunction with the Council’s financial statements.

Financial Highlights

SEMCOG carries out a wide range of planning and intergovernmental activities related to
community and economic development, the environment, and transportation. The largest
funding source remains the U.S. Department of Transportation, specifically the Federal Highway
Administration and the Federal Transit Administration. Throughout the fiscal year, the
transportation programs operated through short-term extensions while awaiting congressional
reauthorization. This resulted in a cautious approach to management of the organization’s
finances.

Using this Annual Report

GASB No. 34 requires the presentation of two types of financial statements: Entity-wide
financial statements and fund financial statements.

Council-wide Financial Statements

The Council-wide portion of the statements provides a perspective of the Council as a whole
using the full accrual basis of accounting similar to private sector companies. There are two
Council-wide statements: The statement of net assets and the statement of activities.

The statement of net assets combines net current financial resources (short-term spendable
resources) with capital assets and long-term obligations, regardless if they are currently available
of not. Consistent with the full accrual basis method of accounting, the statement of activities
accounts for current year revenues and expenses regardless of when cash is received or paid.

Fund Financial Statements

The fund financial statements are similar to financial presentations of years past. The two
account groups, general fixed assets and general long-term debt, are no longer reported.
Consistent with previous years, the fund statements are reported using the modified accrual
method of accounting. Under this basis of accounting, revenues are recorded when received,
except where they are measurable and available and therefore represent resources that may be
appropriated. Expenditures are accounted for in the period that goods and services are used in
the fiscal year. In addition, net capital asset purchases are expensed and not recorded as an
asset.
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Southeast Michigan Council of Governments
Management’s Discussion and Analysis (Continued)

Southeast Michigan Council of Governments has one fund type. The General Fund is used
primarily to account for all revenues the Council receives. Its revenues are derived from state,
federal, other grants, membership dues, and interest.

In addition, the grant specific schedules included in the other supplemental information section
of the financial statements are intended to provide a grant specific reconciliation of activities for
the benefit of the grantors.

Statement of Net Assets/Statement of Activities

The following table shows, in a condensed format, the current year’s net assets and changes in
net assets, compared to the prior year:

Change from

2004 2005 Prior Year
Assets
Current assets $ 8,342,410 $ 8,376,058 $ 33,648
Capital assets - Net 119,237 88,654 (30,583)
Total assets 8,461,647 8,464,712 3,065
Liabilities
Current liabilities 271,281 145,392 (125,889)
Pass-through funds payable 504,666 487,805 (16,861)
Deferred revenue ' 570,901 575,551 4,650
Long-term liabilities 478,522 467,663 (10,859)
Total liabilities 1,825,370 1,676,411 (148,959)
Net Assets
Invested in capital assets 119,237 88,654 (30,583)
Unrestricted 6,517,040 6,699,647 182,607
Total net assets $ 6,636,277 $ 6,788,301 $ 152,024
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Southeast Michigan Council of Governments
Management’s Discussion and Analysis (Continued)

Change from
2004 2005 Prior Year

Program Revenue
Operating grants - Federal, state, and other $ 7,259,896 $ 8,189,263 $ 929,367

Local dues and contributions 2,604,186 2,666,987 62,801
Interest and other income 397,466 553,456 155,990
Total revenue 10,261,548 11,409,706 1,148,158
Program Expenses
Salaries and benefits 6,033,721 . 5,964,757 (68,964)
Contracts 865,186 2,393,460 1,528,274
Other costs 1,592,741 1,465,710 (127,031)
Pass through 1,497,917 1,433,755 (64,162)
Total expenses 9,989,565 11,257,682 1,268,117
Change in Net Assets $ 271,983 $ 152,024 $ (119,959

Net assets increased 2.3 percent from a year ago, increasing from $6.6 million to $6.8 miillion.

Unrestricted net assets, the part of net assets that can be used to finance day-to-day operations,
increased by $182,607. This represents an increase of approximately 2.8 percent. The current
level of unrestricted net assets stands at $6,699,647. On a fund basis, the Council has a fund
balance of approximately $6.2 million. This total balance includes approximately $2.3 million
that the Council has designated for fiscal year 2006 local matching obligations and another
approximately $3 million to provide for budget stabilization.

Revenues increased by approximately $1.1 million. The increase, which represents
1.2 percent, was primarily due to the first full year of activity for the commuter rail study grant

and a household travel survey.

Expenses increased by about $1.3 million, or 12.7 percent, during the year. The increase was
the result of increased contractual services for the commuter rail study project and a travel

survey.

Our analysis of the Council’s major fund begins on page 7.

Budgetary Highlights

The Council’s budget is adopted in total with detail by revenue and expenditure categories
provided for additional information. Uncertainty regarding the federal transportation legislation
led to deferrals in hiring and contract awards and delayed decisions related to equipment and
other purchases. This resulted in total expenditures, and correlating revenues, less than budget.

5
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southeast Michigan Council of Governments
Management’s Discussion and Analysis (Continued)

Economic Factors and Next Year’s Budgets and Rates

Factors affecting budgeting for the year ahead include uncertainty regarding the amount and
timing of funds available to the Council as 2 result of reauthorization of the transportation bill.
While the new bill provides for a modest increase in funding, Congress continues to operate the
program through use of continuing resolutions, which maintains the funding at lower pre-
authorization levels.

Two additional factors with which we are concerned are the overall condition of local
government finances, which has potential impacts on Council membership dues that are used to
match state and federal grants, and escalating fringe benefit costs resulting primarily from
increased health care insurance premiums.

Contacting the Council’s Management

This financial report is designed to provide our members, funding agencies, and citizens with a
general overview of the Council’s finances and to demonstrate the Council’s accountability for
the money it receives. If you have any questions about this report or need additional
information, contact the finance manager at the Southeast Michigan Council of Governments,
535 Griswold Avenue, Suite 300, Detroit, Michigan 48226-9844.
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Southeast Michigan Council of Governments
-~
-~ Governmental Fund Balance Sheet/ Statement of Net Assets
June 30, 2005
~
_
- Statement of
General Fund Net Assets -
-~ Balance Sheet -  Adjustments  Full Accrual
- Modified Accrual  (Note 2) Basis
- Assets
- Cash and cash investments (Note 3) $ 5,448,049 $ - $ 5,448,049
Accounts receivable 2,863,469 - 2,863,469
- Prepaid expenses 64,540 - 64,540
- Capital assets (Note |) : - 88,654 88,654
-
Total assets $ 8,376,058 88,654 8,464,712
- Dt
- Liabilities
- Accounts payable $ 126,007 - 126,007
Pass-through funds payable 487,805 - 487,805
~ Deferred revenue (Note 4) 1,352,911 (777,360) 575,551
- Other accrued liabilities 19,385 - 19,385
Noncurrent liabilities:
-~ Accrued compensated absences - 267,663 267,663
PN Due to other governmental agencies 200,000 - 200,000
_—
Total liabilities 2,186,108 (509,697) 1,676,411
- —_—
- Fund Balance
- Designated for:
Expenditure stabilization 3,017,910 (3,017,910) -
- Fiscal year 2006 local matching obligations 2,297,075  (2,297,075) -
- Undesignated 874,965 (874,965) -
A~
Total fund balance 6,189,950  (6,189,950) -
3
- Total liabilities and fund balance $ 8,376,058
-~
Net Assets
- Invested in capital assets 88,654 88,654
-~ Unrestricted 6,699,647 6,699,647
PN
- Total net assets $6,788,301 $ 6,788,301
-~
_~,
PN
-~
-
- The Notes to Financial Statements are an 7
Integral Part of this Statement.
-
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Southeast Michigan Council of Governments

Statement of Revenue, Expenditures, and Changes in Fund Balances/
Statement of Activities
Year Ended june 30, 2005

Revenue and
Expenditures - Statement of
Modified  Adjustments Activities - Full
Accrual Basis  (Note 2)  Accrual Basis

Revenue
Federal grants $ 159572 §$ - $ 159572
State-administered federal grants 6,855,498 56,101 6,911,599
Local dues and contributions 2,351,324 - 2,351,324
Other administered federal 52,754 - 52,754
Other revenues 400,001 - 400,001
Interest and other income 100,701 - 100,701
Total operating revenue before pass-through revenue 9,919,850 56,101 9,975,951
Federal and state-administered pass-through 1,118,092 - 1,118,092
Pass-through match and in-kind revenue 315,663 - 315,663
Total revenue 11,353,605 56,101 11,409,706
Expenditures
Salaries 3,858,389 - 3,858,389
Fringe benefits 2,117,227 (10,859) 2,106,368
Contracts 2,393,460 - 2,393,460
Rent 746,969 - 746,969
Travel 164,017 - 164,017
Supplies 299,656 - 299,656
Other costs 181,164 - - 181,164
Capital outlay 43,320 (43,320) -
Depreciation - 73,904 73,904
Operating expenditures before pass-through expenditures 9,804,202 19,725 9,823,927
Pass-through expenditures 1,118,092 - 1,118,092
Pass-through match 315,663 - 315,663
Total expenditures 11,237,957 19,725 11,257,682
Excess of Revenue Over Expenditures 115,648 36,376 152,024

Fund Balance/Net Assets - Beginning of year, as adjusted (Note 12) 6,074,302 561,975 6,636,277

Fund Balance/Net Assets - End of year $6,189,950 $ 598,351 $ 6,788,301

The Notes to Financial Statements are an 8
Integral Part of this Statement.
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Southeast Michigan Council of Governments

Notes to Financial Statements
June 30, 2005

Note | - Summary of Significant Accounting Policies

The accounting policies of the Southeast Michigan Council of Governments (the
“Council”) conform to accounting principles generally accepted in the United States
of America (GAAP) as applicable to governmental units. The following is a summary
of the significant accounting policies used by the Council:

Reporting Entity

The Southeast Michigan Council of Governments is a voluntary association of various
counties, cities, townships, villages, and school districts within the seven-county area
of southeastern Michigan. The Council was organized in 1968 as an overall
organization for coordinating and implementing various area-wide planning
functions. The operations of the Council are financed primarily by federal and state
grants and membership dues and contributions. The Council does not have the
power to levy taxes or issue credit instruments and, accordingly, its operations are
dependent upon the amount of voluntary membership dues received which can be
used for local matching shares of grant participation programs.

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

The Council’s basic financial statements include both the Council’s full accrual
financial statements and modified accrual financial statements.

Full Accrual Financial Statements

The full accrual financial statements (i.e., the statement of net assets and the
statement of activities) are reported using the economic resources measurement
focus and the accrual basis of accounting, which is described below. Revenue is
recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows.

The statement of net assets includes and recognizes all long-term assets. The
Council’s net assets are reported in three parts - invested in capital assets, restricted
net assets, and unrestricted net assets.

The statement of activities includes depreciation on long-term assets and eliminates
capital outlay expense.
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Southeast Michigan Council of Governments

Notes to Financial Statements
June 30, 2005

Note | - Summary of Significant Accounting Policies (Continued)

Private sector standards of accounting issued prior to December |, 1989 are
generally followed in the full accrual financial statements to the extent that those
standards do not conflict with the standards of the Governmental Accounting
Standards Board.

Modified Accrual Financial Statements

The Council's modified accrual financial statements are reported using the current
financial resources measurement focus and the modified accrual basis of accounting,
which is described below.

Revenue is recognized as soon as it is both measurable and available. Revenue is
considered to be available if it is collected within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the Council
considers revenues to be available if they are collected within 60 days of the end of
the current fiscal period. Expenditures are generally recorded when a liability is
incurred, as under accrual accounting. However, the expenditures relating to long-
term compensated absences and claims are only recorded when payment is due.

The Council has one fund, the General Fund. The General Fund accounts for all
financial resources of the Council.

Financial Statement Amounts

Cash and Cash Investments - Cash and cash equivalents include cash on hand,
demand deposits, and short-term investments with a maturity of three months or
less when acquired. Investments are stated at fair value.

Capital Assets - Capital assets are defined by the Council as assets with an initial
individual cost of more than $5,000 and an estimated useful life in excess of one
year. Assets are recorded at historical cost.

The Council’s capital assets consist of computer equipment and office furnishings
which are depreciated using the straight-line method over three to five years. Total
historical cost amounted to $315,772, and accumulated depreciation amounted to
$227,118 at year end. Depreciation expense was $73,904 for the year ended
June 30, 2005.
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Southeast Michigan Council of Governments

Notes to Financial Statements
June 30, 2005

Note 1 - Summary of Significant Accounting Policies (Continued)

Compensated Absences (Vacation and Sick Leave) - It is the Council’s policy to
permit employees to accumulate earned but unused sick and vacation pay benefits.
There is no liability for unpaid accumulated sick leave since the Council does not
have a policy to pay any amounts when employees separate from service with the
Council. All vacation pay is accrued when incurred in the statement of net assets/
statement of activities columns. A liability for these amounts is reported in the
governmental fund only for employee terminations as of year end.

Fund Equity - In the fund financial statements, the governmental fund reports
reservations of fund balance for amounts that are not available for appropriation or
are legally restricted by outside parties for use for a specific purpose. Designations
of fund balance represent management’s and the Southeast Michigan Council of
Government’s elected leadership plans.

Use of Estimates - The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenue and expenses during
the period. Actual results could differ from those estimates.

Note 2 - Reconciliation of Individual Fund Columns of the Statement of -
Net Assets/Statement of Activities

Net assets reported in the statement of net assets column is different than the fund
balance reported in the individual fund column because of the different
measurement focus and basis of accounting, as discussed in Note |. Below is a
reconciliation of the differences:

Fund Balance - Modified Accrual Basis $ 6,189,950
Amounts reported in the statement of net assets are different
because:
Net values of capital assets used in governmental activities are
not financial resources and are not reported in the funds 88,654

Grant revenue was recorded as deferred revenue for the

governmental fund for grant reimbursement receivables

that were not received within 60 days of fiscal year end 777,360
Accumulated long-term compensated absences are not

included as a liability on the fund statements under

modified accrual (267,663)
Net Assets - Full Accrual Basis $ 6,788,301
I
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Southeast Michigan Council of Governments

Notes to Financial Statements
June 30, 2005

Note 2 - Reconciliation of Individual Fund Columns of the Statement of
Net Assets/Statement of Activities (Continued)

The change in net assets reported in the statement of activities column is different
than the change in fund balance reported in the individual fund columns because of
the different measurement focus and basis of accounting, as discussed in Note |.
Below is a reconciliation of the differences:

Net Change in Fund Balances - Modified Accrual Basis $ 115,648

Amounts reported in the statement of activities are different
because:
Governmental funds report capital outlays as expenditures;
however, in the statement of activities, these costs are
allocated over their estimated useful lives as depreciation:

Capital outlay » 43,320
Depreciation expense (73,904
Subtotal (30,584)

Current year changes in deferred grant revenue not recorded
in the governmental funds as monies were not received
within 60 days of fiscal year end 56,101

Decrease in accrual for long-term compensated absences
reported as expenditures in the statement of activities, but

not in the fund statements 10,859
Change in Net Assets of Governmental Activities $ 152,024

Note 3 - Deposits and Investments

The Council has designated Comerica Bank and First Independence National Bank
for the deposit of its funds. The Council’s cash and investments are subject to
various types of risks, which are examined in more detail below:
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Southeast Michigan Council of Governments

Notes to Financial Statements
June 30, 2005

Note 3 - Deposits and Investments (Continued)

Custodial Credit Risk of Bank Deposits

Custodial credit risk is the risk that in the event of a bank failure, the Council’s
deposits may not be returned to it. The Council does not have a deposit policy for
custodial credit risk. At year end, the Council had $438,631 of bank deposits
(certificates of deposit and checking accounts) that was uninsured and
uncollateralized. The Council believes that due to the dollar amounts of cash
deposits and the limits of FDIC insurance, it is impractical to insure all deposits. As a
result, the Council evaluates each financial institution with which it deposits funds
and assesses the level of risk of each institution; only those institutions with an
acceptable estimated risk level are used as depositories.

Credit Risk

The Council has an investment policy that limits its investment choices. As of year
end, the credit quality ratings of debt securities is follows:

Rating
Investment Fair Value Rating Organization
Bank investment pool $ 4,809,018 A-1 S&P

Note 4 - Deferred Revenue

The governmental fund reports deferred revenue in connection with receivables for
revenue that is not considered to be available to liquidate liabilities of the current
period. The governmental fund also defers revenue recognition in connection with
resources that have been received but not yet earned, such as annual dues paid by
participating communities at various times throughout the Council’s fiscal year. At
the end of the current fiscal year, the various components of deferred revenue are
as follows:

Unavailable Unearned

Unexpired portion of membership and designated

management agency fees $ - $ 397,883
Unexpended contributions from Urban Airshed

Project, Water Quality Survey, and Rain Gauge 110,457
Grant reimbursements requested but not received

within 60 days of year end 777,360 -
Unexpended contributions for Orthoimagery Project - 67,211

Total $ 777,360 $ 575,551
13
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Southeast Michigan Council of Governments

o
Notes to Financial Statements

June 30, 2005

Note 5 - Leases

Operating Leases - The Council leases its office facilities under a seven-year
operating lease which expires in 2007. The Council has two renewal options to
extend the lease. The first is for an additional three years at market rate and the
second option is for an additional five years at market rate. Total costs for the lease
were $746,969 for the current year. The future minimum lease payments for the
office facilities are as follows:

2006 $ 742,393
2007 761,061
Total $ 1,503,454

Note 6 ~ Risk Management

The Council is exposed to various risks of loss related to property loss, torts, errors
and omissions, and employee injuries (workers’ compensation), as well as medical
benefits provided to employees. The Council has purchased commercial insurance
for these risks. Settled claims relating to the commercial insurance have not
exceeded the amount of insurance coverage in any of the past three fiscal years.

_Note 7 - Defined Benefit Pension Plan Under MERS

Plan Description - The Southeast Michigan Council of Governments participates
in the Municipal Employees’ Retirement System (MERS), an agent multiple-employer
defined benefit pension plan that covers all full-time staff and strategic part-time staff
of the Council.

Benefits vest after eight years of service. Covered employees who retire at or after
attaining the age of 60 with 10 years of credited service or at the age of 55 with 15
years of credited service are entitled to an annual retirement benefit payable for life,
in an amount equal to their average annual compensation for the last three highest
consecutive years of employment times an entitled benefit percentage of
2.25 percent for each year of credited service. MERS also provides death and
disability benefits. All current retirees are also covered under Benefit Plan E, which
provides for a one-time adjustment of up to 2 percent of benefits in recognition of
increased living costs. The Benefit Plan E is adopted annually.

MERS issues a publicly available financial report that includes financial statements and
required supplementary information for the system. That report may be obtained by
writing to the Municipal Employees’ Retirement System at 1134 Municipal Way,
Lansing, M1 48917.
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Southeast Michigan Council of Governments

Notes to Financial Statements
June 30, 2005

Note 7 - Defined Benefit Pension Plan under MERS (Continued)

Funding Policy - There is no obligation for covered employees to contribute to the

system.

Annual Pension Cost - For the year ended June 30, 2005, the Council’s annual
pension cost was $0. The annual required contribution was determined as part of an
actuarial valuation at December 31, 2004, using the entry age actuarial cost method.
Significant actuarial assumptions used include (a) an 8 percent investment rate of
return, (b) projected salary increases of 4.5 percent per year, and (c) 2.5 percent
per year cost of living adjustments. Both (a) and (b) include an inflation component
of 3 percent. The actuarial value of assets was determined using techniques that
smooth the effects of short-term volatility over a five-year period.

Other three-year trend information is as follows:

Actuarial Valuation as of December 31|

2002 2003 2004
Actuarial value of assets $ 20,953,708 $ 21,890,253 $ 22,819,123
Actuarial Accrued Liability (AAL) (entry age) $ 15554946 $ 16,805,791 $ 17,989,824
Overfunded AAL $ 5398762 $ 5,084,462 $ 4,829,299
Funded ratio 135% 130% 127%
Covered payroll ) $ 4,044,702 $ 4288352 $ 4,277,471
UAAL as a percentage of covered payroll - % - % - %

Note 8 - Pension Trust Fund/Defined Contribution Plan

The Council provides pension benefits to all of its full-time staff through a defined
contribution plan. In a defined contribution plan, benefits depend solely on amounts
contributed to the plan by the Council plus investment earnings. Employees are
eligible to participate from the date of employment. As established by the Council,
the amount the Council contributes each year, if any, is determined by funds
available in the budget. Employees’ gross earnings and employee contributions for
each employee plus interest allocated to the employee’s account are fully vested
after five years of continuous service.

The Council’s total payroll during the current year was $3,858,389. The current
year contribution was calculated based on covered payroll of $3,667,422, resulting
in an employer contribution of $129,782.
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Southeast Michigan Council of Governments

Note 9 -

Note 10 -

Note 11 -

Notes to Financial Statements
June 30, 2005

Commitments for Expenditures from Local Source Revenues

At June 30, 2005, the Council is committed to provide $2,297,075 during fiscal
year 2006 as its local matching share for existing grant participation programs and
locally funded activities. This amount has been designated in the June 30, 2005
General Fund balance.

Pass-through Funds

Grant revenues and expenditures include funds aggregating $1,118,092, passed
through the Council from the Federal Transit Administration and the Federal
Highway Administration to subrecipient agencies in 2005. As required under the
agreements with grantor agencies, the recipient agencies contributed local
matching funds aggregating $263,795.

The costs incurred under these grants are subject to the final closing adjustments
of the subrecipient agencies’ costs which, if any, should not materially affect the
Council’s future financial position or results of operations. At the end of the
current fiscal year, pass-through funds payable of $487,805 represent amounts
billed to the Council from the various subrecipient governmental agencies but not
paid as of that date.

Stewardship, Compliance, and Accountability

Budgetary Information - An annual budget is adopted on a basis consistent with
accounting principles generally accepted in the United States of America. All annual
appropriations lapse at fiscal year end.

The budget document presents information consistent with the presentation of the
actual results within the report.

The budget process begins with the staff developing the SEMCOG work program
and budget with input from funding and pass-through agencies. The budget is
presented to the finance and budget committee for further input. The finance and
budget committee forwards the budget to the executive committee for
concurrence and to the general assembly for adoption. The budget is adopted in
total with detail by revenue and expenditure categories presented for additional
information. Throughout the year, the actual revenues and expenditures are
monitored against this information. Budget to actual information is presented
throughout the year to the finance and budget committee and executive
committee.
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Southeast Michigan Council of Governments
Notes to Financial Statements

June 30, 2005
Note 11 - Stewardship, Compliance, and Accountability

Excess of Expenditures Over Appropriations in Budget - During the year, the
Council incurred expenditures that were in excess of the amounts budgeted as

follows:

Budget Actual Variance
Fringe benefits $ 2,084,471 $ 2,117,227 $ (32,756)
Supplies 294,926 299,656 (4,730)
Pass-through match 264,947 315,663 ~ (50,716)
Pass-through expeditures 1,110,573 1,118,092 (7,519)

The above-mentioned expenditures in excess of budget were offset by correlating
revenues in excess of budget due to unanticipated grants and some select other
expenditures less than budget.

Note 12 - Prior Period Adjustments and Other Reporting Change

Fund balance as of June 30, 2004 has been adjusted to comply with GASB No. 16,
relating to the recognition of a long-term liability pertaining to accumulated sick pay
and vacation pay, as well as GASB No. 33, relating to the recording of deferred
grant revenue receipts. Net assets as of June 30, 2004 have been adjusted to
comply with GASB No. 16, relating to the recognition of a long-term liability
pertaining to accumulated sick time. The schedule below reconciles the fund

balance and net assets as previously stated to the adjusted beginning balances as of
June 30, 2004.

Fund Balance Net Assets

Fund Balance as Previously Reported -

Beginning of the year $6,033,361 $6,152,598
Add cumulative effect of recording long-term
sick time accrual 483,679 483,679
Add cumulative effect of recording long-term
vacation accrual 278,522 -
Less effect of recording deferred grant revenue
as current revenue (721,260) -
Fund Balance as of the Beginning of Year -
As restated $ 6,074,302 $6,636,277
17



Southeast Michigan Council of Governments

Notes to Financial Statements
June 30, 2005

Note 12 - Prior Period Adjustments and Other Reporting Change
(Continued)

In addition, in the prior period the pension trust fund related to the Council’s
defined contribution plan was reported as a fiduciary fund within the Council’s
general purpose financial statements (see Note 8). Given the nature of the
custodial arrangement related to the fund holdings, the fund is not required to be
reported as a fund of the Council. The fund has not been included in the current
year financial statements.
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Southeast Michigan Council of Governments

Required Supplemental Information
Budgetary Comparison Schedule - General Fund
Year Ended june 30, 2005

Original and Variance
Final Adopted Actual Favorable
Budget Balances {Unfavorable)
Revenue
Federal grants $ - $ 159,572 $ 159,572
State-administered federal grants 8,093,716 6,855,498 (1,238,218)
Local dues and contributions 2,179,216 2,351,324 172,108
Other administered federal 64,346 52,754 (11,592)
Other revenues 459,079 400,001 (59,078)
Interest 80,000 100,701 20,701
Total operating revenue before pass-
through revenue 10,876,357 9,919,850 (956,507)
Federal and state-administered pass-through 1,110,573 1,118,092 7,519
Pass through match and in-kind revenue 264,947 315,663 50,716
Total revenue 12,251,877 11,353,605 (898,272)
Expenditures
Salaries 4,258,319 3,858,389 399,930
Fringe benefits 2,084,471 2,117,227 (32,756)
Contracts 2,855,691 2,393,460 462,231
Rent 763,000 746,969 16,031
Travel 199,645 164,017 35,628
Supplies 294,926 299,656 (4,730)
Other costs 483,758 224,484 259,274
Total operating expenditures before pass-
through expenditures 10,939,810 9,804,202 1,135,608
Pass-through expenditures 1,110,573 1,118,092 (7.519)
Pass-through match 264,947 315,663 (50,716)
Total expenditures 12,315,330 11,237,957 1,077,373
Excess of Revenue Over (Under) Expenditures (63,453) 115,648 179,101
Fund Balance - Beginning of year, as adjusted 6,074,302 6,074,302 -
Fund Balance - End of year $ 6,010,849 $ 6,189,950 $ 179,101
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Plante & Moran, PLLC

p l a n t 6 27400 Northwestern Highway

P.O. Box 307
Southfield, MI 48037-0307

moran | Tel: 248.352.2500

Fax: 248.352.0018
plantemoran.com

independent Auditor’s Report

To the Executive Committee
Southeast Michigan Council
of Governments

We have audited the basic financial statements of the Southeast Michigan Council of
Governments for the year ended June 30, 2005 and have issued our report thereon dated
September 29, 2005. Those basic financial statements are the responsibility of the management
of the Southeast Michigan Council of Governments. Our responsibility was to express an
opinion on those basic financial statements based on our audit. ‘

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
basic financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the basic financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
of the Southeast Michigan Council of Governments taken as a whole. The accompanying
schedule of expenditures of federal awards is presented for the purpose of additional analysis
and is not a required part of the basic financial statements. The information in this schedule has
been subjected to the auditing procedures applied in the audit of the basic financial statements
and, in our opinion, is fairly stated in all material respects in relation to the basic financial

statements taken as a whole.
74«12/ f 77(4«4/, PLee

September 29, 2005

A member of

A worldwide assoclation of independent accounting firms
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1 a n t 6 27400 Northwestern Highway
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Report on Internal Control Over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards

To the Executive Committee
Southeast Michigan Council
of Governments

We have audited the financial statements of the Southeast Michigan Council of Governments as
of and for the year ended June 30, 2005 and have issued our report thereon dated
September 29, 2005. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits

contained in Government Auditing Standards, issued by the Comptroller General of the United
States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Council’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide an opinion on the internal control over
financial reporting. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control over financial reporting that might be
material weaknesses. A material weakness is a reportable condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements caused by error or fraud in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal control over financial reporting and its operation that we consider
to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Council’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances

of noncompliance or other matters that are required to be reported under Government Auditing
Standards.

A member of

A worldwide assoclation of Independent accounting firms

1
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To the Executive Committee
Southeast Michigan Council
of Governments

This report is intended solely for the information and use of the executive committee,
management, and federal awarding agencies and is not intended to be and should not be used by

anyone other than these specified parties.
74141:, f M, PLLe
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Report on Compliance with Requirements Applicable to Each Major Program
and on Internal Control Over Compliance in Accordance
with OMB Circular A-133

To the Executive Committee
Southeast Michigan Council
of Governments

Compliance

We have audited the compliance of the Southeast Michigan Council of Governments with the
types of compliance requirements described in the U.S. Office of Management and Budget
(OMB) Circular A-133 Compliance Supplement that are applicable to each of its major federal
programs for the year ended June 30, 2005. The major federal programs of the Southeast
Michigan Council of Governments are identified in the summary of auditor’s results section of
the accompanying schedule of findings and questioned costs. Compliance with the requirements
of laws, regulations, contracts, and grants applicable to each of its major federal programs is the
responsibility of the Council’s management. Our responsibility is to express an opinion on the
Council’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those
standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the Council’s compliance
with those requirements and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our
audit does not provide a legal determination on the Council’s compliance with those
requirements.

In our opinion, the Southeast Michigan Council of Governments complied, in all material
respects, with the requirements referred to above that are applicable to each of its major federal
programs for the year ended June 30, 2005.
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To the Executive Committee
Southeast Michigan Council
of Governments

Internal Control Over Compliance

The management of the Southeast Michigan Council of Governments is responsible for
establishing and maintaining effective internal control over compliance with requirements of
laws, regulations, contracts, and grants applicable to federal programs. In planning and
performing our audit, we considered the Council’s internal control over compliance with
requirements that could have a direct and material effect on the major federal programs in order
to determine our auditing procedures for the purpose of expressing our opinion on compliance
and to test and report on internal control over compliance in accordance with OMB Circular
A-133.

Our consideration of the internal control over compliance would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with
applicable requirements of laws, regulations, contracts, and grants caused by error or fraud that
would be material in relation to a major federal program being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions. We noted no matters involving the internal control over compliance and its operation
that we consider to be material weaknesses.

This report is intended solely for the information and use of the executive committee,
management, and federal awarding agencies and is not intended to be and should not be used by

anyone other than these specified parties.
74«1& f 77(»44/, PLLe

September 29, 2005




Federal Grant

CFDA
Federal Agenc /Pass-through ency/Program Title Number Name/Number
W —oer ———umber
Us. Department of Transportation - Passed through the Michigan

Department of Transportation:

Federal Highway Administration Highway Planning and Construction 20.205 2003-0586
Federal Highway Administration Highway Planning and Construction 20.205 2003-0009
Federal Highway Administration Highway Planning ang Construction 20.205 2003-0009
Federal Highway Administration Highway Planning and Construction 20.205 2003-0009
Federal Highway Administration Highway Planning ang Construction 20.205 2003-0009
Federal Highway Administration Highway Planning angd Construction 20.205 2003-0009
Federal Highway Administration Highway Planning ang Construction 20.205 2003-0009
Federal Highway Administration Highway Planning ang Construction 20.205 2003-0009
Federal Highway Administration Highway Planning and Construction 20.205 92-0956
Federal Highway Administration Highway Planning and Construction 20.205 2003-0009
Federal Highway Administration Highway Planning anqg Construction 20.205 2003-0009
Federal Highway Administration Highway Planning anqg Construction 20.205 2003-0009
Federal Highway Administration Highway Planning anqg Construction 20.205 2003-0009
Federal Highway Administration Highway Planning ang Construction 20.205 2003-0009
Federal Highway Administration Highway Planning anqd Construction 20.205 2003-0009
Federal Highway Administration Highway Planning ang Construction 20.205 2003-0009
Federal Highway Administration Highway Planning ang Construction 20.205 2003-0009
Federal Highway Administration Highway Planning and Construction 20.205 2003-0009
Federal HighWay Administration Highway Planning ang Construction 20.205 92-0956
Subtotal - Federal Highway Administration Highway
Planning ang Construction
Federal Trans;t Administration 20.505 2003-0009
Federal Transit Administration 20.505 2003-0009
Total funds Passed through the Michigan
Department of Transportation
Federal Transie Administration 20.505 MI-03-0179.0¢
Federa| Highway Administration - Highway Training and Education 20.215 DTFHé1 -05-H-0006
us Environmentaj Protection Agency.
Water Quality Cooperative reement 66.463 X985409.02
Passed through Wayne County
Rouge River National Wet Weather 66.unknown X995743-05
Rouge River National We¢ Weather 66.unknown X995743.0¢
Rouge River National Wet Weather 66.unknown X995743.0¢
Rouge River National Wet Weather 66.unknown X995743-0¢

Total funds Passed throygh Wayne County

Total federa| awards

See Notes to Schedule of Expenditures 6
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- Schedule of Expenditures of Federal Awards
- Year Ended june 30, 2005
”~~
- SEMCOG Federal
- GRANT #/ID Expenditures
-
L CRS4 $ 1,041,297
- FO4A 51,658
FO4M 19,033
- FO4S 30,931
- FOSA 195,942
- FO5M 40,971
FO5S 71,773
- FO5 4,183,631
- 0Zz0l 46,146
PC04 35914
- PCO5 293,728
- RSO5 279,970
RSS5 94,500
- TAS4 31,071
- TASS 70,654
TDMS 66,984
- TIA4 841
- WCD3 35,852
WHM4 170,596
_ —_—
-~
6,761,492
P
uos 1,247,139
- Uo04 21,060
- 8,029,691
_
- CRS3 132,725
- 0Co5 15,346
A~
SMi2 11,501
y
- WC03 50,659
WCI5 267
- WC25 438
- WC35 1,390
- 52,754
- $8,242,017
_—
~—~
A~
A_—
7
A~



Southeast Michigan Council of Governments

Notes to Schedule of Expenditures of Federal Awards
Year Ended june 30, 2005

Note | - Significant Accounting Policies

The accompanying schedule of expenditures of federal awards includes the federal
grant activity of the Southeast Michigan Council of Governments and is presented on
the same basis of accounting as the basic financial statements. The information in
this schedule is presented in accordance with the requirements of OMB Circular
A-133, Audits of States, Local Governments, and Non-Profit Organizations.

A reconciliation of the Council’s basic financial statements federal source revenue
presentation with the schedule of expenditures of federal awards is as follows:

Revenue from federal sources - As reported on financial statements
(includes all funds) :
Federal revenue reported as federal grants $ 159,572

Federal revenue reported as state-administered federal grants 6,911,599
Federal revenue reported as federal and state administered

pass-through 1,118,092
Federal revenue reported as other administered federal 52,754

Federal expenditures per the schedule of expenditures of
federal awards $ 8,242,017
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Southeast Michigan Council of Governments

Notes to Schedule of Expenditures of Federal Awards
Year Ended June 30, 2005

Note 2 - Subrecipient Awards

Of the federal expenditures presented in the schedule, federal awards were

provided to subrecipients as follows:

Federal Program Title

Amount
CFDA  Provided to
Number Subrecipients

Federal Highway Administration - Planning and
Construction Grant - Passed through to:

Washtenaw Area Transportation Study/
Ann Arbor Transportation Authority

Toledo Metropolitan Area Council of
Governments

St. Clair County Transportation Study

Washtenaw Area Transportation Study/
Ann Arbor Transportation Authority

Toledo Metropolitan Area Council of
Governments

St. Clair County Transportation Study

Total project number

Federal Transit Administration - Passed through to:

Suburban Mobility Authority for Regional
Transportation

Ann Arbor Transportation Study

Washtenaw Area Transportation Study

Detroit Department of Transportation

Total project number

20.205
$ 51,658

19,033
30,931

195,942

40,971
71,773

$ 410,308
20.505

$ 251,518
49,440
11,747

299,500

$ 612,205
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Southeast Michigan Council of Governments

Schedule of Findings and Questioned Costs
Year Ended june 30, 2005

Section 1 - Summary of Auditor’s Results

Financial Statements

Type of auditor’s report issued: Unqualified
Internal control over financial reporting:

e Material weakness(es) identified? Yes X _No

e Reportable condition(s) identified that are
not considered to be material weaknesses? Yes X___None reported

Noncompliance material to financial
statements noted? Yes X _No

Federal Awards

Internal control over major program(s):

e Material weakness(es) identified? Yes X_ No

e Reportable condition(s) identified that are
not considered to be material weaknesses? Yes X __None reported

Type of auditor’s report issued on compliance for major program(s): Unqualified

Any audit findings disclosed that are required
to be reported in accordance with
Section 510(a) of Circular A-133? Yes X _No

Identification of major program(s):

CFDA Numbers Name of Federal Program or Cluster

20.205 Federal Highway Administration Highway Planning and Construction
20.505 Federal Transit Administration

Dollar threshold used to distinguish between type A and type B programs: $300,000

Auditee qualified as low-risk auditee? X__ Yes No
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Southeast Michigan Council of Governments

schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2005

Section II - Financial Statement Audit Findings

None

section Il - Federal Program Audit Findings

None





